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Service Standards 


In carrying out its responsibilities, 

the Canadian Dairy Commission will strive 
to treat every client request: 

In a timely manner—when unusual 

circumstances arise, we will explain the 

steps that we will take to respond fully 

with the least delay. 


Courteously—we recognize the importance 
of your request, and will politely help you 
understand the procedures, regulations 
and requirements that we must apply. 
Fairly—we will treat all requests equitably. 
If, in your view, a matter is not resolved to 
your satisfaction, we will promptly explain 
how to seek redress. 


Clearly—you have a right to know, in plain 
courteous language, how we are handling 


your request. 


Commission staff are available to serve 
you, in either official language, from 8:00 
a.m. to 4:30 p.m. Eastern Standard Time, 
Monday to Friday (statutory holidays 
excluded). We welcome comments on our 
procedures and always appreciate 
suggestions for improvement. 


Should you require further information c 
the activities of the Commission or on the 
dairy industry in general, we would be 
pleased to assist you. ; 


Strategic Planning, Policy 
and Communications 


Canadian Dairy Commission 
1525 Carling Avenue, Suite 300 
Ottawa, Ontario, K1A 0Z2 
Telephone: (613) 792-2000 
Facsimile: (613) 998-4492 
Internet: www.cdc.ca 

E-mail: cdc-ccl@em.agr.ca 
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in libraries across Canada. 
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The Honourable Lyle Vanclief, P.C., M.P. 
Minister of Agriculture 
and Agri-Food 


Ottawa, Ontario 


Dear Minister: 


We are proud to present the 
Canadian Dairy Commission’s 
(CDC) 32nd Annual Report for the 
dairy year which ended July 31, 
1998. The 1997-98 Report provides 
the operational and financial 
details of the Commission's activi- 
ties over the last year and a com- 
prehensive overview of the CDC’s 
continued support of industry ini- 
tiatives to maintain a viable dairy 
industry in Canada. 

The Canadian dairy industry 
continues to address the challenges 
presented by changing domestic 
and international markets. Thanks 
to the dedication of CDC staff and 
industry participants, the CDC met 


its legislated mandate and achieved 


the objectives established in its 
1997-98 Corporate Plan. 

Efforts continued during the 
year to ensure that the develop- 
ment and evolution of pooling 
systems remained in compliance 


with international trade rules and 


addressed market conditions 
domestically and abroad. The 

CDC continued to serve the dairy 
sector in its role as industry facilita- 
tor and technical advisor in making 
the necessary adjustments to meet 
those challenges. 

We expect that the industry- 
driven adaptation process will 
progress in the years that lie ahead 
as the orderly marketing system 
for dairy evolves. We are confident 
that the cooperative spirit and 
commitment demonstrated by 
our partners will serve the industry 
well as it forges a path to continued 
economic viability and future 


growth. 


Sincerely, 


ee ae 


Guy Jacob, Chairman 


te Sm 


Louis Balcaen, Vice-Chairman 


Thu G, flat — 


Dale A. Tulloch, Commissioner 


Industry Overview 


The Canadian Dairy 
Industry in Brief 


The Canadian dairy industry oper- 
ates on a “dairy year” basis which 
runs from August 1 to July 31 each 
year. In 1997-98, an average of 

50 dairy cows per farm produced 
79.1 million hectolitres of milk con- 
taining 3.6 kilograms of butterfat 
per hectolitre. 


The dairy industry is a key sector 
of the Canadian economy. Dairy 
farming generated more than 
$3.8 billion in total farm cash 
receipts in 1997, placing the sector 
in third place behind grains and 
red meats. 

There are approximately 
1.2 million cows in Canada and 
about 22,643 dairy farms. The 


Holstein breed comprises more 


NUMBER OF MILK AND CREAM PRODUCERS 1997-98 


Province Milk 
Prince Edward Island 381 
Nova Scotia 429 
New Brunswick 360 
Quebec 10,614 
Ontario 7,427 
Manitoba 789 
Saskatchewan 472 
Alberta 1,040 
British Columbia 808 


Canada DITO) 


Cream Total 
29 410 

1 430 

1s 373 

0) 10,614 

190 7,.Ol7 
36 825 

12 484 

42 1,082 

0) 808 


' 323 22,643 


Dairy products shipped 
from approximately 
270 processing 
plants were valued 
at $8 billion, 
accounting for 14 percent 
of all processing sales 
in the food and 


beverage industry. 


than 85 percent of Canadian 

dairy herds and is one of the 

highest milk producing cows in 

the world. About 81 percent of 

Canada’s dairy farms are in 

Quebec and Ontario, 14 percent 

in the Western provinces, and 

5 percent in the Atlantic provinces. 
In 1997, four billion dollars of 

value was added to the raw milk 

received from dairy farms. Dairy 

products shipped from approxi- 

mately 270 processing plants were 

valued at $8 billion, accounting for 

14 percent of all processing sales in 

the food and beverage industry. The 

dairy processing sector employs just 


under 22,000 people and is second 


highest in the food processing 
sector after meat products. 

There are two markets for milk 
in Canada. In 1997, the fluid 
market (table milk and fresh cream) 
accounted for 39 percent of the milk 
produced or 30.5 million hectolitres. 
The industrial market (manufac- 
tured dairy products such as butter, 
cheese, yogourt and ice cream) 
accounted for the remaining 
61 percent or 48.6 million 
hectolitres of milk. 

The federal government's authority 
to regulate the marketing of fluid 
milk is delegated to the provinces. 
The Canadian Dairy Commission, 
a federal crown corporation, assists 
in the administration of the 
supply management system 


for industrial milk. 


1993-94 1994-95 


M) NUMBER OF FARMS 


1995-96 


The Canadian Dairy 
Commission at a Glance 


In March 1965, a federal govern- 
ment dairy advisory committee 
recommended the creation of the 
Canadian Dairy Commission to 
resolve two critical problems facing 
the dairy sector at that time: a lack 
of coordination between federal and 
provincial policies; and the absence 
of an effective means to control 
milk production. 

With the proclamation of the 
Canadian Dairy Commission Act 
on October 31, 1966, the federal 
government confirmed its commit- 
ment to a healthy and viable dairy 
industry in Canada. 

The CDC serves as a dairy policy 
advisory body to the Minister of 


NUMBER OF FARMS AND TOTAL PRODUCTION 


1996-97 


1997-98 


O PRODUCTION (MHL) 


Agriculture and Agri-Food, 

given its key role in the national 
dairy industry. 

It is largely responsible for assisting 
in the administration of the 
National Milk Marketing Plan, 

the federal/provincial agreement 
governing industrial milk produc- 
tion and management in Canada, 
and for actively encouraging dairy 
stakeholders to work together to 
bring about policy changes in the 
Canadian dairy industry. Funded 
by the federal government, produc- 
ers and the marketplace, the CDC 
strives to balance and serve the 
interests of all dairy stakeholders — 
producers, processors, further 
processors, exporters, consumers 
and governments. 

The Commission’s legislated 
mandate is to provide efficient 
producers of milk and cream with 
the opportunity of obtaining a fair 
return for their labour and invest- 
ment; and to provide consumers 
of dairy products with a continuous 
and adequate supply of dairy 
products of high quality. 

The Commission fulfills its 
legislated mandate and objectives 
by helping industry develop, imple- 
ment, and administer the key ele- 
ments of Canada’s dairy policy. 


The CDC serves as an instrumental 


The CDC serves as an 
instrumental facilitator in 
helping build the 
consensus which 
characterizes the overall 
approach to orderly 
marketing in Canada’s 


dairy industry. 


facilitator in helping build the con- 
sensus which characterizes the over- 
all approach to orderly marketing 
in Canada’s dairy industry. This is 
achieved through the Commission’s 
close cooperation with the provinces, 
and its ongoing leadership, economic 
research, and facilitative efforts on 
behalf of the Canadian Milk Supply 
Management Committee (CMSMC), 
a federal/provincial, government/ 
industry body. In executing its 
mandate, the Commission provides 
a framework for the federal/ 
provincial participation that is 
crucial to the success of the dairy 
sector, especially given the shared 
jurisdiction in the industry. 

The CDC has the authority to 
purchase, store, process or sell 


dairy products; to make payments 


to milk and cream producers for 
the purpose of stabilizing the price 
of industrial milk and cream; to 
investigate matters relating to the 
production, processing or marketing 
of any dairy product; and to help 
promote the use of dairy products. 

The Commission establishes sup- 
port prices for butter and skim milk 
powder which influence the returns 
to producers of industrial milk and 
the assumed margin for processors. 
It works with the private sector to 
balance the seasonal demand and 
supply of products for the domestic 
market and to coordinate, on 
behalf of dairy producers, the 
export of products which are sur- 
plus to Canadian requirements. It 
also administers the federal subsidy 
payment to producers. 

The CDC calculates and recom- 
mends the level of the national 
Market Sharing Quota (MSQ) for 
industrial milk and coordinates the 
administration of three pooling 
agreements on behalf of Canadian 
producers. 

The Commission works closely 
with the major stakeholder 
organizations including Dairy 
Farmers of Canada, the National 
Dairy Council of Canada, the 
Consumers’ Association of Canada, 


provincial milk marketing boards 


and agencies, and provincial gov- 
ernments. The further processing 
sector, represented by the Food and 
Consumer Products Manufacturers 
of Canada, the Baking Association 
of Canada and the Confectionery 
Manufacturers of Canada, provides 
advice on the operation of Class 5 
arrangements. 

Over the past 31 years, supply 
management has provided the 
dairy sector with stability and 
strength during a period when the 
entire Canadian agri-food industry 
has undergone a dramatic evolu- 
tion. Given the significant market 
globalization and issues which con- 
tinue to emerge, the Commission 
believes that the cooperation and 
collaboration among stakeholders 
which characterized the creation 
of supply management remain the 
industry’s greatest strengths in 
ensuring the viability of Canada’s 


dairy industry in the years ahead. 


Corporate Governance 


Reporting to Parliament through 
the Minister of Agriculture and 
Agri-Food, the CDC is comprised of 
three Commissioners appointed by 
Governor in Council: a Chairman 
and Chief Executive Officer, a Vice- 
Chairman, and a Commissioner. In 


fulfilling their responsibilities, the 


CDC Commissioners are authorized 
and governed by the Canadian Dairy 
Commission Act and the Financial 
Administration Act. 

The Commissioners oversee the 
activities of the CDC and approve 
the strategic direction detailed in its 
Corporate Plan. The Commission 
strives to identify and evaluate 
major business risks, and endeavors 
to implement appropriate mecha- 
nisms to manage these risks. The 
CDC's decision-making process and 
management practices are consis- 
tent with its legislated objectives 
and the responsibilities assigned to 
it by the National Milk Marketing 
Plan and the Canadian Milk Supply 
Management Committee. The 
Commission also ensures the 
integrity of the information it pro- 
duces through policies and informa- 


tion systems it develops. 


... the Commission 
believes that the 
cooperation 
and collaboration among 
stakeholders which 
characterized the 
creation of supply 
management remain 
the industry's 


greatest strengths. 


Legislative Environment 


The federal government's authority 
to regulate the marketing of fluid 
milk in interprovincial and export 
trade is delegated to the provinces. 
The Dairy Products Marketing 
Regulations, made pursuant to the 
Canadian Dairy Commission Act, 
provide federal jurisdiction over 
the marketing of industrial milk 
and dairy products in interprovin- 
cial and export trade, and the basis 
for the necessary coordination 

and dovetailing of federal and 
provincial powers. 

A federal/provincial agreement, 
the National Milk Marketing Plan 
is administered by the CMSMC and 
sets out the structure for the calcula- 
tion of the national production 


target (Market Sharing Quota) for 


The National Dairy Policy Framework 


industrial milk required to meet the 
demand in the domestic market 
and limited pre-planned exports. 
The CDC chairs and provides 
support to the CMSMC and its 
Secretariat, a technical committee 
which provides economic analysis 
and advice to the members of the 
CMSMC. 

The CMSMC has representation 
from the producers and govern- 
ments of all provinces except 
Newfoundland. While 
Newfoundland is not a signatory 
to the National Milk Marketing 
Plan because of its historically 
low production of industrial milk, 
it is accorded observer status. 
Representatives of national con- 
sumer, processor and producer 
organizations also participate 
as non-voting members of the © 


Committee. 


Orderly marketing in 
Canada’s dairy sector is 
based on a supply 
management approach 
which was first adopted 
in the early 1970's, and 
remains the cornerstone 
of Canada’s national dairy 


policy today. 


National Milk 
Supply Management 
Orderly marketing in Canada’s 
dairy sector is based on a supply 
management approach which 
was first adopted in the early 
1970’s, and remains the corner- 
stone of Canada’s national dairy 
policy today. 

The purpose of supply manage- 
ment is to balance the supply of 
industrial milk with the domestic 


demand for dairy products. The 


domestic market is primarily sup- 
plied by Canadian milk production, 
along with some imports of butter, 
cheese, and other dairy products. 

Each year, based on production 
and demand forecasts developed 
by the Commission, the CMSMC 
sets the Market Sharing Quota and 
regularly monitors and adjusts it 
when necessary to reflect changes 
in demand, as measured in terms 
of butterfat. The Plan establishes 
each province’s share of the MSQ, 
and provides for the sharing of 
any quota increase or decrease. 
Each province allocates its respective 
share of the quota to its producers 
according to its own policies and 
interprovincial agreements. 

All milk production not needed 
to fulfill domestic requirements is 
exported either by the private 
trade or through CDC marketing 
programs. For CDC sales, all mar- 
keting costs, as well as a portion 
of the Commission’s administrative 
expenses, are funded by Canadian 
dairy producers through three 
pooling systems in place across 
the country. 


Pooling 


Developed in response to changing 
international and domestic condi- 
tions in recent years, the implemen- 
tation of pooling agreements has 
resulted in significant changes to 
the marketing arrangements for 
both industrial and fluid milk in 
Canada. 

Under the first of these pooling 
arrangements, commonly known 
as the Class 5 pool, milk is classi- 
fied, priced and made available 
according to its end use in dairy 
products such as cheese, butter 
and ice cream, and products 
containing dairy ingredients. 

The market revenue from within 
quota Class 5 sales is shared or 
“pooled” with other returns among 
all dairy producers in the nine 
provinces which are signatories to 
the National Milk Marketing Plan. 

Under the second pooling 
arrangement, known as the 
Agreement on All Milk Pooling, 
the revenue from all milk sales 
(industrial and fluid) is pooled 


among Manitoba, Ontario, 


By the year 2001, 
butter imports are 
expected to represent 
3 to 4 percent of the 
butter consumed in the 


Canadian market. 


Quebec, New Brunswick, Nova 
Scotia and Prince Edward Island 
dairy producers. Manitoba has 
temporarily withdrawn from the 
All Milk Pool pending a review 
by the Manitoba government. 

A third arrangement, known 
as the Western Milk Pooling 
Agreement, involves producers 
from British Columbia, Alberta, 


Saskatchewan and Manitoba. 


Imports 


For many years, Canada has 
maintained a range of measures 
to control dairy product imports in 
order to operate and ensure orderly 
marketing in the dairy sector. 
These controls changed signifi- 
cantly in 1995, however, as a result 
of the World Trade Organization 
(WTO) Agreement on Agriculture. 


Among other modifications, WIO 
signatories agreed to replace quan- 
titative import restrictions with 
tariffs and tariff rate quotas, which 
effectively moved the Canadian 
dairy industry into a much more 
global marketplace. 

Under the terms of the WTO 
Agreement, Canada has established 
tariff rate quotas for a number of 
dairy products which include a 
volume of butter that will increase 
annually through the implementa- 
tion period to 2001. At that time, 
butter imports are expected to rep- 
resent 3 to 4 percent of the butter 


consumed in the Canadian market. 


Exports 


Manufactured dairy products not 
required to meet Canadian market 
needs are either exported directly 
by the Commission or by the 
private sector under a Class 5 Milk 
Permit System which provides 
access to milk priced according to 
the market of destination of the fin- 
ished dairy product. The majority of 
sales are undertaken by private 
exporters. 

On behalf of industry, the CDC 
exports mainly butter, evaporated 


milk and milk powders on a 
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government to government basis. 
A wide variety of products are 
exported directly by the private 
sector to over 30 countries around 
the world. 

Canada’s exports account for 
approximately 1 percent of world 


trade in dairy products. 


Dairy Pricing 

In meeting its objectives, the CDC 
calculates support prices at which it 
will purchase butter and skim milk 
powder. These prices are used as a 
reference at the provincial level in 
pricing milk components sold to 
processors. Support prices are esti- 
mated at levels which provide pro- 
ducers and manufacturers of dairy 
products with a fair return on their 
investment. 

Establishing the level of support 
prices involves a judgmental deci- 
sion by the Commissioners of the 
Canadian Dairy Commission. 
Advice received from industry stake- 
holders, calculations from cost of 
production formulae, market condi- 
tions, the changing dairy environ- 
ment, and the general state of the 
Canadian economy are taken into 
account when dairy prices are 


reviewed. 


ll 


While actual milk prices are 
determined within the provinces, 
the harmonized marketing condi- 
tions that form part of the All Milk 
Pooling Agreement have resulted in 
a high degree of harmonization of 
provincial pricing for various milk 
classes in the provinces east of 
Manitoba (Manitoba is not bound 
by this section of the agreement). 

Producer revenues are achieved 
through the market return on dairy 
products, and also through the fed- 
eral subsidy payment to producers. 
Funded by the Government of 
Canada, subsidy payments reduce 
the price required by producers 
from the marketplace, thereby 
moderating consumer costs for 
dairy product purchases. These 
subsidy payments are being 
reduced each year until their 


elimination in 2002. 


Advice received from 
industry stakeholders, 
calculations from cost of 
production formulae, 
market conditions, the 
changing dairy 
environment, and the 
general state of 
the Canadian economy 
are taken into account 
when dairy prices are 


reviewed. 


Achievements and Objectives 


1997-98 Performance 
and Achievements 


The CDC’s mission is to work 
with the Canadian dairy sector to 
develop policies, achieve consensus 
and administer programs that 
ensure the orderly production and 
marketing of industrial milk and 
cream in Canada, with a view to 
providing efficient producers and 
processors with the opportunity of 
obtaining a fair return for their 
labour and investments and, for 


consumers, an adequate supply of 


dairy products at reasonable prices. 


During the 1997-98 dairy year, 
the Commission met its mandate 
through a wide range of activities 
directed toward specific objectives 
set in its Corporate Plan for the 
reporting period. These objectives 


are described as follows. 
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OBJECTIVE 1 — Pursue efforts to 
facilitate refinement and harmoniza- 
tion of the industry’s new pooling 
systems while continuing to ensure — 
their efficient administration and 


market responsiveness. 


Class 5 Pooling (P9 Pool) 


Since its implementation in August 
1995, the Comprehensive 
Agreement on Special Class Pooling 
has allowed revenues from the sale 
of milk and milk components under 
the Class 5 system to be pooled with 
other milk revenue and shared 
among producers from all nine 
participating provinces. 

Discussions between producers 
and processors on a review of milk 
classification issues continued in 
1997-98 in an effort to create 
a truly harmonized classification 


system across all P9 provinces. 
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Ongoing administration and 
review of such programs and 
initiatives as the Optional Export 
Program, the Surplus Removal 
Program and the regular pricing 
reviews by the CDC, were also 
geared to improving industry 
competitiveness and market 
responsiveness. Efforts were 
enhanced to improve forecast- 
ing of total milk production and 
utilization, in order to facilitate the 
orderly export of production which 


is surplus to domestic requirements. 


Milk Pooling (P6 Pool) 


The All Milk Pooling Agreement 
was developed by producers in 
the provinces of Manitoba, Ontario, 
Quebec, New Brunswick, Nova 
Scotia and Prince Edward Island 
to share market returns from all 
milk sales. The CDC facilitates the 
administration of the agreement on 
the industry’s behalf and provides 
secretarial and technical support to 
the committee that oversees the 
agreement’s implementation. 

In the last year, agreement was 
reached among participants on 
the adoption of common levels 
of producer contributions for fluid 
milk promotion and on the use of 
surplus funds. The Commission also 


facilitated discussions for the imple- 


mentation of price adjustments and 
the pooling of transportation costs 
which began on August 1, 1998. 
The Commission coordinated 
the work of several technical 
committees established to examine 
and resolve issues related to the 
management and administration 
of production at the farm level and 
the movement of milk among pool 
participants as well as the inter- 
provincial exchange of quota 
between the provinces of Ontario, 
Quebec and Nova Scotia. As of the 
end of July 1998, Ontario was 
reassessing its involvement in the 


quota exchange. 


Western Milk Pooling (P4 Pool) 


Market sharing and the pooling of 
market revenues from all milk sales 
among the provinces of Manitoba, 
Saskatchewan, Alberta and British 
Columbia has been achieved 
through the Western Milk Pooling 
Agreement. The CDC also adminis- 
ters this agreement on Western 
Canada’s behalf. 

During the reporting period, the 
CDC provided technical advice on 
the decision to implement an agree- 
ment for the interprovincial move- 
ment of farming operations and 
continues to provide assistance in 


the development of an interprovin- 


cial quota exchange scheduled to 
begin in March 2000. The western 
provinces also agreed on several 
principles aimed to further harmo- 
nize milk production policies and 
market issues and to cooperate on 
projects under the Optional Export 
Program on a pool basis. 
Discussions are ongoing in an effort 
to create a level playing field for 
producers based on the pricing and 
billing of milk components to 
processors and for the harmoniza- 
tion of plant milk loss declaration 


procedures. 


The western provinces 
agreed on several 
principles aimed to 

further harmonize milk 

production policies and 
market issues and to 
cooperate on projects 
under the Optional Export 
Program ona 


pool basis. 


OBJECTIVE 2 — Review the control 
measures in place for the Class 5 Milk 
Permit and Pooling System and revise 
administration and audit plans, as 
required, to ensure appropriate use 
and efficient monitoring of permits 
giving access to milk for that class 


utilization. 


Significant volumes of milk have 
been sold through the Class 5 
system. The CDC and provinces 
share the responsibility for ensuring 
that Class 5 components are used 
in accordance with conditions 
accepted by processors, further 
processors, distributors and 
exporters. Program participants 
have stressed the need to minimize 
the paperwork associated with the 
administration of this system. 

To ensure the integrity of the 
transactions under this system, 
the CDC established two coordinat- 
ing committees: one internal and 
one external. The internal commit- 
tee supervised improvements to the 
administration of the Class 5 Permit 
System and contributed to the 
development of a detailed program 
manual to ensure the consistency of 
administrative practices. The exter- 
nal committee, called the Ingredients 
Committee, met twice in the last 
dairy year to discuss operational 
and administrative aspects of the 


Class 5 program and among others, 


made recommendations to the 
CMSMC to further streamline oper- 
ational costs. 

Internal audit functions were 
also reviewed during 1997-98. The 
CDC refined its data transfer proce- 
dures for the administration of the 
Class 5 system to expedite 
the exchange of data with major 
program participants and increase 
the efficiency of reporting. 

The “Special Class News”, a publi- 
cation announcing certain monthly 
class prices, continued to be a useful 
communications vehicle for 


program participants. 


OBJECTIVE 3 — Ensure that 
Canada’s pooling systems are always 
in conformity with world trade agree- 
ments and, in concert with industry, 
continue to defend policies adopted by 
the industry to maintain orderly 
marketing in the changing dairy 
environment as a result of the World 
Trade Organization Agreement on 


Agriculture. 


The CDC worked with trade policy 
Officials from the departments of 
Agriculture and Agri-Food as well 
as Foreign Affairs and International 
Trade to prepare Canada’s defense 
of the Class 5 Milk Permit and 
Pooling System for a WTO Panel 
scheduled in the Fall of 1998. The 
Commission attended regular meet- 


ings held to inform and involve 
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industry stakeholders in the Panel 
process. Data and background 
information was also developed in 
response to questions by WIO 
members and to fulfill reporting 
requirements on compliance with 
the Agreement. 

The CDC will continue to assist 
the Canadian government in 
defending any new trade chal- 
lenges to the legal orderly market- 
ing system in place and work with 
industry to ensure that Canada’s 
marketing system remains in 
compliance with obligations under 


international trade agreements. 


OBJECTIVE 4 — Modify present 
information systems and develop 
systems required to support CDC 
operations and decision-making, using 
programming and technology compli- 


ant with the year 2000. 


Like most information systems 
throughout the world, the CDC’s 
computerized systems will be 
affected by the four digit change 
marking the turn of the century in 
the year 2000. To ensure its system 
was year-2000 ready, the CDC cre- 
ated and implemented a new infor- 
mation system for its 
administrative, commercial and 
financial functions in September 
1997 and efforts are ongoing to 
achieve year-2000 readiness 

by December 1998. 


15 


Objectives and 
Key Issues for 1998-99 
The year 1997-98 was marked 
by an increasing need to modify 
national policies concerning supply 
management in the dairy sector. 
The issues that emerged and those 
that continued to remain unre- 
solved gave more prominence to 
the need for Canada’s orderly mar- 
keting system for dairy to continue 
to evolve. 

The magnitude and impact 
of the various issues demonstrate 
that now, more than ever, the 
Commission’s role as industry 
facilitator and its assistance and 
technical support will be of impor- 
tance in the year ahead and in 
the future. The issues and 
objectives established for the 


next year include: 


¢ providing technical support to 
the Canadian team preparing the 
defense of the Class 5 Milk Permit 
and Pooling System before a 


WIO Panel; 


e facilitating efforts to harmonize 


provincial policies and programs; 


¢ working with industry to further 
develop an Optional Export 
Program that is applied consis- 
tently throughout the country, 


allowing interested dairy farm 


businesses to negotiate supply 
contracts for various export 


markets; 


assisting the private sector in the 
development of export markets 


for value added products; 


enhancing the role of audit for 
the Class 5 Milk Permit and 


Pooling System; 


managing the phase-out of the 
federal dairy subsidy and giving 
consideration to the resulting 


impact on dairy product pricing; 


collaborating with dairy producers 
and processors to improve work- 


ing relationships; 


modifying existing computerized 
systems and developing new 
information systems using pro- 
gramming and technology that 


are year-2000 compliant; 


working with industry stakehold- 
ers to develop a dairy legacy pro- 
ject to mark the new Millennium; 


and, 


promoting the increased use of 
technology to reduce costs and 


better serve the CDC's client base. 


Milk Supply Management 


Production and Demand 


The Commission monitors trends in 
Estimated Canadian Requirements 
and milk production on a monthly 
basis. Industrial milk and cream 
production for 1997-98 totaled 

48.6 million hectolitres, an increase 
of 2.2 million hectolitres or 4.7 per- 
cent above the previous year’s total. 


Production exceeded the Market 
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CDC Activities and Market Initiatives 


Sharing Quota established for 
1997-98 by 5.7 million hectolitres. 
Estimated Canadian requirements 
in the 1997-98 dairy year were 
43.7 million hectolitres. At the 
end of the dairy year, industrial 
milk necessary to satisfy consumer 
demand for all processed dairy 
products was up by 5.7 percent. 
For the 1998-99 dairy year, the 
CMSMC set the national MSQ at 


44.6 million hectolitres, compared 


PRODUCTION OF INDUSTRIAL MILK AND CREAM 


(thousand kilograms of butterfat) 


1995/96 
Prince Edward Island 3,069 
Nova Scotia DS2e. 
New Brunswick HPAI) 
Quebec 80,349 
Ontario 52,154 
Manitoba 5,909 
Saskatchewan 3,956 
Alberta 10,397 
British Columbia 7,990 
CANADA 168,365 


1996/97 1997/98 
2,287 2,368 
4,088 4,122 
3,149 3,223 

69,041 71,941 
60,412 63,568 
5,586 5,224 
3,736 Cee! 
10,260 10,685 
8,640 10,152 
167,199 174,840 
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to 42.9 million hectolitres for 

1997-98 , up 4 percent over the 
previous year. The decision was 
based on the growth in demand 


for various dairy products. 


Dairy Pricing 

The Commission annually reviews 
and calculates support prices at 
which it will purchase butter and 
skim milk powder. These prices are 
used as a reference at the provincial 
level for the pricing of milk compo- 
nents sold to processors and to pro- 
vide producers and processors with 
the opportunity to cover costs and 
obtain a fair return. 

In December 1997, the CDC 
announced that effective February 1, 
1998, the support price for skim 
milk powder would rise from 
$4.203 to $4.4310 a kilogram and 
for butter, from $5.324 to $5.3927 
per kilogram. The announcement 
was made early, at the industry’s 
request, in order to allow fora 
period of market adjustment and 
to facilitate the implementation 
of any needed changes within 


the pooling agreements. 


Import Controls on 

Dairy Products 

Under the terms of the 1995 World 
Trade Organization Agreement on 
Agriculture, tariff rate quotas have 


been applied to a wide range of 


PROVINCIAL SHARES OF NATIONAL MARKET SHARING QUOTA* (MSQ) 


July 31, 1998 (millions) 


Kilos 
Bf 

Prince Edward Island 2.994 
Nova Scotia 1.954 
New Brunswick 1.904 
Quebec 73.430 
Ontario 47.662 
Manitoba 5.541 
Saskatchewan 3.848 
Alberta 9.876 
British Columbia 12> 
Canada 154.424 


*MSQ before Sharing of Markets 


dairy products. Low tariffs are 
applied on specific import volumes 
and high tariffs applied on addi- 
tional imports. These high tariffs 
will decline by 15 percent of their 
original rate by 2001. 
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48 


46 
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43.3 
42.9 


A2 428 


40 
1993-94 


1994-95 


© PRODUCTION 


1995-96 
O MSQ 


Hectolitres % 
0.832 1.9% 
0.543 1.3% 
0.529 1.2% 

20.397 47.6% 
13.239 30.9% 
1539 3.6% 
1.069 2.5% 
2.743 6.4% 
2.004 4.7% 
42.8956 100.0% 


As part of the Agreement, 
Canada established a tariff rate 
quota for butter. The tariff rate 
quota for 1997-98 was 2,488 tonnes 
and will reach 3,274 tonnes in 


2001-2002, representing approxi- 


INDUSTRIAL MILK PRODUCTION, REQUIREMENTS AND MSQ (MILHL) 


1996-97 1997-98 


© CDN. REQ. 


mately 3 to 4 percent of butter 
consumed in the Canadian market. 
With the support of the industry, 
the CDC has acted as the first 
receiver of imports of butter under 
federal permit and directed this 
product through processors to 


the further processing sector. 


Direct Payments to 
Dairy Producers 
The Government of Canada pro- 
vides funding for a direct payment 
(subsidy payment) to dairy produc- 
ers which moderates the price of 
industrial milk products to the 
consumer by reducing the price 
required by producers from the 
marketplace. Producers receive 
these subsidy payments for milk and 
cream shipments produced to meet 
estimated domestic requirements. 

As a result of overall government 
fiscal reductions, the rate of the 
subsidy payment was reduced by 
15 percent in August 1995, to 
$4.62 per standard hectolitre, and 
by a further 15 percent in August 
1996, to $3.80 per standard hec- 
tolitre. The federal budget of March 
1996 directed that the remainder 
of the subsidy would be phased out 
completely over a five-year period. 
The first of these annual reductions 
of $0.76 per hectolitre was applied 
on February 1, 1998. 

Total payments to producers in 
1997-98 reached $141.2 million for 
148.7 million kilograms of butterfat 


or 41.3 million hectolitres of milk 


produced for domestic consumption. 


Domestic Seasonality 
and Surplus Removal 
Programs 


Domestic Seasonality 

Programs — Seasonality Programs 
allow the Commission to work with 
the private sector to balance the 
seasonal demand and supply 


of products for the domestic market. 


In the past, support prices formed 
the basis for the pricing structure 
for industrial milk and dairy prod- 
ucts in Canada. However, because 
of market trends and with the intro- 
duction of the pricing and pooling 
systems, support prices are now 
primarily used as a reference by the 
provinces in establishing provincial 


milk class prices. 


Butter Stocks — A pre-determined 
“normal” level of butter stocks, 
currently set at 10 million kilo- 
grams by the CMSMC, is the target 
level of stocks deemed necessary to 
ensure the domestic market is sup- 


plied throughout the year. 


Within this level, a small quantity 
of Plan A bulk butter stocks is held 
as a buffer against seasonal defi- 
ciencies in the domestic market. 
Plan B is used by firms to balance 


the seasonality of their production 


and sales over the calendar year. It 
is essentially a storage program. 
Under Plan B, butter manufacturers 
can sell butter in blocks or in 
prepackaged form to the 
Commission, but they must 
repurchase this butter within one 
calendar year from the date of its 
manufacture. There is no limit on 
the amount of butter which may 
be purchased and sold by the CDC 
under Plan B. The total level of but- 
ter stocks held by the Commission 
serves as an indicator of the need 
to adjust milk quotas or to export 


surpluses. 


Concentrated Milk Assistance 
Program — This program encour- 
ages manufacturers to produce 
evaporated and sweetened con- 
densed milk during periods of the 
year when milk supply exceeds 
domestic needs. A pre-determined 
level of financial assistance is 
offered under this program to com- 
pensate manufacturers for carrying 
charges caused by additional 


product storage time. 


Plan B for Skim Milk Powder — 
This program was implemented to 
encourage the production of vari- 
ous specialty types of skim milk 
powder when milk supplies are 
plentiful, thereby minimizing the 
demand for fresh skim milk powder 
in the fall when milk production 


is traditionally low. This program 
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helps balance the seasonal demand 


and supply of this product. 


Surplus Removal Program — The 
CDC purchases surplus skim milk 
powder and butter for export from 
processors at world prices. 

For the purchase of products con- 
taining butterfat, the Surplus 
Removal Program consists of two 
operational elements: CDC-initiated 
and processor-initiated surplus 
removal. While respecting provin- 
cial jurisdictions, this mechanism is 
designed to minimize the produc- 
tion of products manufactured for 
unplanned exports when unful- 
filled domestic and planned export 
opportunities exist. Before export- 
ing products deemed surplus to the 
domestic market or issuing Class 5 
permits for such exports by the pri- 
vate sector, the Commission con- 
sults with the province of origin to 
ensure domestic market needs are 
being met. 

To guide its surplus removal 
activities, the Commission chairs 
an advisory group composed of 
regional and national representa- 
tives of the production and process- 
ing sectors. This advisory group is 
responsible for recommending the 
opening or closing of the CDC-initi- 
ated surplus removal activity. The 
amount of milk production above 
that needed to meet Canadian 
requirements and necessary to 


activate or de-activate the CDC- 


initiated surplus removal is evalu- 
ated according to guidelines agreed 
to by stakeholders. When the CDC- 
initiated process is de-activated, the 
processor-initiated surplus removal 
program takes effect and processors 
must declare their surplus milk 
directly to the provincial boards 
and agencies. Butter and powder 
bought under the Surplus Removal 
Program may be sold into the 
domestic market from time to time 


if required. 


Warehousing of Stocks — The 
Commission enters into contracts 
with warehousing companies to 
ensure adequate space for its stocks. 
Storage agreements also exist with 
five Canadian ports where products 
are stored until shipped to export 


markets. 


Carrying Charges — Carrying 
charges associated with the CDC's 
Domestic Seasonality Programs for 
butter and skim milk powder 
totalled $6.4 million in 1997-98. 


Financing — To cover costs associ- 
ated with storing normal] levels of 
butter stocks, an amount of 

$0.12 per hectolitre of milk was 
collected from the marketplace, and 
on February 1, 1998, the amount 
was reduced to $0.07 per hectolitre. 
This surcharge is collected by the 
Commission through a charge on 
the pools and is adjusted as required 
to correspond to the actual costs 


associated with these stocks. 


The full carrying charges incurred 
by the CDC on butter stocks above 
normal levels, skim milk powder 
and other programs operated under 
the Surplus Removal Program are 


fully financed by milk producers. 


Butter and Skim Milk Powder 
Inventories — The Commission 
began the 1997-98 dairy year with 
16.46 million kilograms of butter 
and 16.63 million kilograms of 
skim milk powder in inventory. 
During the year, the CDC pur- 
chased 24.57 million kilograms of 
butter and 41.59 million kilograms 
of skim milk powder. Sales of 28.82 
million kilograms of butter and 
38.38 million kilograms of skim 
milk powder left respective closing 
inventories of 12.21 and 19.84 mil- 
lion kilograms as of July 31, 1998. 


Butter statistics include imports. 


CDC Audit 


The role of the CDC's Internal 
Audit section is to ensure that CDC 
systems and business practices are 
conducted in a manner to achieve 
efficiency, economy and effective- 
ness. It is responsible for the 
coordination and review of milk 
plant audit activity across the 
country and the audit of models 
used in pooling arrangements. 
During 1997-98, audit activities 
related to the Class 5 Milk Permit 


and Pooling System were enhanced. 


This section played a key role in 
reviewing the CDC’s administrative 
and operational procedures by 
establishing measures to reinforce 
the internal verification and audit 
process and, proposing a methodol- 
ogy to reduce administrative costs 
to program participants as well as 
the CDC. 


Marketing Initiatives 


The Commission uses its unique 
position in the industry to identify 
and promote marketing opportuni- 
ties for the benefit of the dairy 
sector. Funded by producers, 

the Commission’s marketing 
activities require endorsement 

by the CMSMC. 


Class 5 Milk Permit and Pooling 
System — Under this system, milk 
is Classified and made available for 
use in dairy products and products 
containing dairy ingredients 
according to its end use at prices 
which allow processors, exporters 
and further processors to remain 
competitive on international and 
domestic markets. The volume of 
dairy components accessed under 
the Class 5 system is monitored 
through permits issued by the CDC. 
A formula, developed by industry 
through the Secretariat of the 


CMSMC, was set to establish 
certain Class 5 price levels. 

The Commission issues two types 
of Class 5 permits. The first is an 
annual permit for further processors 
using dairy products for certain 
specific uses: butter used in a 
range of further processed products, 
primarily fresh bakery products, 
dairy products used in confectionery 
products, and dairy products used 
in many Canadian frozen, dried or 
canned finished products that are 
traded in a duty-free North 
American market. 

The second type of permit is 
issued to exporters on a transaction 
by transaction basis. The number 
of permits and the volume of milk 
covered by these permits depend 
on the quantity of milk produced 
which is not required for the domestic 
market and thus available for sale 
on foreign markets. Unlike the 
annual permits for further proces- 
sors which are granted for approved 
activities, permits for exporters are 
limited to the volume of milk 
available for this activity. 

In 1997-98, an equivalent of 
4.2 million hectolitres of milk (on a 
butterfat basis), or 5.3 percent of the 
1997-98 total milk production, was 
used by the further processing sector 
under annual permits. About 
606 companies used their permits to 


purchase butter for bakery and 
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fresh pastry products, as well as 
dairy products such as cream, and 
cheddar, mozzarella and cream 
cheeses to manufacture a variety of 
finished products. A further 34 com- 
panies obtained permits which 
allowed them to purchase mainly 
milk, butter oil as well as condensed 
and powdered milk for use in 
confectionery products. 

In 1997-98, total exports of skim 
milk powder reached 31.2 million 
kilograms. Traditional markets of 
Mexico, North Africa and Cuba 
accounted for approximately two- 
thirds of Canadian exports of skim 
milk powder. 

During the last dairy year, 
Canada exported approximately 
33.23 million kilograms of evapo- 
rated milk and 4.71 million kilo- 
grams of whole milk powder 
mainly to North African markets. 
Butter exports totaled 12.92 million 


kilograms. 


Animal Feed Assistance Program 
— In February 1998, the CMSMC 
approved a recommendation by 
the CDC to convert the Animal 
Feed Assistance Program from an 
assistance program to the existing 
Class 5 system effective August 1, 
1998. Program participants in the 
past were eligible for financial assis- 
tance when skim milk solids were 
used in the manufacture of animal 


feed. As of August 1st, feed manu- 
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facturers who wish to obtain skim 
milk solids at competitive prices 
need a permit, like any other 
Class 5 permit holder, and are 
subject to similar program eligibil- 


ity requirements. 


Domestic Dairy Product 
Innovation Program — First 
implemented in 1989 for a five-year 
period, this program was renewed 
in March 1995 by the CMSMC for 
a further five years. The program is 
intended to add flexibility to the 
national industrial milk supply 
management system by providing 
an amount of milk additional to 
provincial milk quotas for the 
introduction of new and innovative 
products on the domestic market. 

During the 1997-98 dairy year, 
Canadian firms in New Brunswick, 
Quebec, Ontario, Manitoba and 
British Columbia used approxi- 
mately 330,298 hectolitres of milk 
to produce new products for the 
Canadian marketplace under 
this program. 

Since the program started in 
1989, a total of almost 1.4 million 
hectolitres of milk was used to 


produce 32 new products. 


Optional Export Program — 
Introduced in August 1995, this 
program is intended to allow 
processors and exporters, and the 
producers who supply them, to take 


advantage of new export market 


opportunities without encroaching 
on existing markets or jeopardizing 
domestic market supplies. 

Under this program, provinces 
can be allocated up to 5 percent 
of their total production and indi- 
vidual producers up to 10 percent of 
their total quota production for this 
purpose, if markets exist. Provincial 
boards and agencies are responsible 
for determining whether or not the 
program will be offered within their 
respective province; for establishing 
the guidelines under which applica- 
tions are received from processors 
and exporters; for determining 
the method by which the required 
production would be supplied for 
approved projects; and for negotiat- 
ing the price of milk purchased 
under the program. In 1997-98, 

7 projects were active. 

During the past year, the 
Optional Export Program has been 
the focus of many discussions. The 
CMSMC, supported by the CDC, 
has tried to harmonize provincial 
programs with the objective of 
ensuring that the national pro- 
gram’s guidelines and fundamental 
principles were applied consistently 
from province to province. 
Discussions were also held with 
numerous stakeholders and input 
sought from producer, processor 
and export groups concerning the 
development of an export strategy 


for the Canadian dairy industry. 


Management 

Analysis and Significant 
Factors Affecting 
Financial Results 


The CDC’s commercial activities in 
1997-98 reflected higher production 
in the year. On the domestic scene, 
the increase in demand for butter- 
fat was reflected in an overall prod- 
uct sales increase of about 40 
percent. During this time, on the 
international market, exports 
equaled last year’s historic level. 
Inventories are therefore substan- 
tially lower. The prices obtained for 
sales of exported products were 
slightly higher, with the exception 
of skim milk powder, the value of 
which decreased considerably. 

The CDC was able to benefit from 
its experience gained on the North 
African market, where it conducted 
the majority of its export sales for 
the second year in a row. The CDC 
was better able to anticipate its 
costs and therefore able to achieve 
an operational surplus. In addition, 
the value of foreign currency 
increased over the year, thus gener- 
ating highter export sales revenues. 
All in all, the CDC was in a sound 
financial position on July 31, 1998. 
After having recovered the losses of 
preceding years, the CDC ended the 


dairy year with a financial surplus. 


Personnel 


Left to Right: Louis Balcaen, Guy Jacob 
and Dale A. Tulloch 


The success and reputation of 

the Canadian Dairy Commission 

is based on the quality and experi- 
ence of its personnel as well as 

on the excellence of the services 

it offers. The CDC reaffirms its 
commitment to maintain the 
quality of its work environment 
and the level of satisfaction of its 
clients and personnel. The adoption 
of internal policies and programs 
that are effective in meeting current 
and future needs will also enable 
the Commission to attain its objec- 
tives as well as to deal with major 
changes in the Canadian dairy 
industry. 

The CDC is headed by a 
Chairman and Chief Executive 
Officer (Guy Jacob), a Vice- 
Chairman (Louis Balcaen) and 
a Commissioner (Dale A. Tulloch). 
Staff currently totals 65 and offices 


are located in Ottawa. 


Senior Management 


Director, 
Commercial Operations 


Gaétan Paquette 


Director, 
Internal Audit 


Robert Hansis 


Director, 

Strategic Planning, Policy 
and Communications 
Charles C. Birchard 


Director, 
Finance and Administration 


Paul Simard 


Director and Chief Economist, 
Economics 


R. Erik Kramar 


Director, 
Domestic and 
International Marketing 


Laval Létourneau 
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Financial Statements 


Management 
Responsibility 
for Financial Statements 


The financial statements of the 
Canadian Dairy Commission and 
all information in this Annual 
Report are the responsibility of 
management. The statements have 
been prepared in accordance with 
generally accepted accounting 
principles, using management's 
best estimates and judgements 
where appropriate. Financial 
information presented elsewhere in 
the Annual Report is consistent 
with the statements provided. 

In discharging its responsibility 
for financial reporting, manage- 
ment maintains and relies on 
financial and management control 
systems and practices designed to 
provide reasonable assurance that 


transactions are authorized, assets 


are safeguarded, and proper records 
are maintained. These controls and 


practices ensure the orderly conduct 


of business, the accuracy of 
accounting records, the timely 
preparation of reliable financial 
information and the adherence to 


Commission policies and statutory 


requirements. The process includes 
management’s annual communi- 
cation to employees of Treasury 
Board's guidelines on conflict of 
interest and code of conduct. 

The Audit Committee of the 
Canadian Dairy Commission, 
made up of the Commissioners, 
oversees management's responsi- 
bilities for maintaining adequate 
control systems and the quality of 
financial reporting. The 
Commission’s internal and external 
auditors have free access to the 
Audit Committee to discuss the 
results of their work and to express 
their concerns and opinions. 

The transactions and financial 
statements of the Commission have 
been audited by the Auditor 
General of Canada, the indepen- 
dent auditor for the Government 


of Canada. 


tigi 


Guy Jacob, Chairman 
We Cowne 
Paul Simard, Director of Finance 


Ottawa, Canada 
September 25, 1998 


Auditors Report 


To the Minister of Agriculture 
and Agri-Food 


I have audited the balance sheet of 
the Canadian Dairy Commission as 
at July 31, 1998 and the statement 
of operations and funding by 
producers, the statement of dairy 
support program operations and 
costs funded by the Government of 
Canada and the statement of cash 
flows for the year then ended. These 
financial statements are the respon- 
sibility of the Commission’s man- 
agement. My responsibility is to 
express an opinion on these finan- 
cial statements based on my audit. 
I conducted my audit in accor- 
dance with generally accepted 
auditing standards. Those stan- 
dards require that I plan and per- 
form an audit to obtain reasonable 
assurance whether the financial 
statements are free of material 
misstatement. An audit includes 
examining, on a test basis, 
evidence supporting the amounts 
and disclosures in the financial 
statements. An audit also includes 
assessing the accounting principles 
used and significant estimates 
made by management, as well as 
evaluating the overall financial 


statement presentation. 
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In my opinion, these financial 
statements present fairly, in all 
material respects, the financial 
position of the Commission as at 
July 31, 1998 and the results of its 
operations and its cash flows for the 
year then ended in accordance with 
generally accepted accounting prin- 
ciples. As required by the Financial 
Administration Act, | report that, 
in my opinion, these principles 
have been applied on a basis 
consistent with that of the preced- 
ing year. 

Further, in my opinion, the trans- 
actions of the Commission that 
have come to my notice during my 
audit of the financial statements 
have, in all significant respects, 
been in accordance with Part X of 
the Financial Administration Act and 
regulations, the Canadian Dairy 
Commission Act and the by-laws of 


the Commission. 


pasaee 


Richard Flageole, FCA 
Assistant Auditor General 
for the Auditor General of Canada 


Ottawa, Canada 
September 25, 1998 
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Balance Sheet — as at July 31, 1998 


1998 1997 
(in thousands) (in thousands) 
ASSETS 
Cash $ 1,156 $ Use 
Accounts receivable 
Trade (Note 4) 18,505 8,231 
Government of Canada (Dairy Support Program) 26,998 23,947 
Due from provincial milk marketing boards and agencies 5,711 6,145 
Inventories (Note 5) 99,430 126,345 
Ocean containers (net of $1,572 accumulated amortization) 212 1,071 
$ 152,012 $166,492 
LIABILITIES 
Bank indebtedness — pooling account (Note 6) $ 1,902 S 3,274 
Accounts payable and accrued liabilities 27,398 38,815 
Subsidies payable to producers 26,851 23,808 
Loans from Government of Canada (Note 7) 82,204 103,387 
138,355 169,284 
Excess (deficiency) of funding by producers (Note 8) 13,657 (2,792) 
$ 152,012 $166,492 


Approved: 
y) 
Fe ees 
ae 
f ie oe 
} m: 1 Lt Phere 
Chairman Vice-Chairman 


The accompanying notes and schedule are an integral part of these financial statements. 


deal 


Director of Finance 


Statement of Operations and Funding by Producers 
for the year ended July 31, 1998 
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1998 roo 
(in thousands) (in thousands) 
Export sales $ 211,085 $ 207,261 
Cost of sales 201,917 PANO WAS: 
Margin (loss) on export sales 9,168 (2,914) 
Domestic sales 118,156 84,814 
Cost of sales 113,962 81,900 
Margin on domestic sales 4,194 2,914 
Total margin on sales 13,362 — 
Assistance and expenses 18,319 Pile Mow 
TOTAL COST OF OPERATIONS 4,957 ZL Aoe 
Less portion of administrative expenses 
funded by the Government of Canada 2,385 2,297 
Net cost of operations funded by producers 2,372 18,860 
Funding by producers 12,865 15,800 
Excess (deficiency) of funding of net cost of operations 10,293 (3,060) 
(Deficiency) excess of funding by producers at beginning of year (25792) 18,368 
7,501 15,308 
Recovery (refund) of prior year balance 6,156 (18,100) 
Excess (deficiency) of funding by producers at End of Year . $ 13,657 S (2,792) 


The accompanying notes and schedule are an integral part of these financial statements. 
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Statement of Dairy Support Program Operations 
and Costs Funded by the Government of Canada 
for the year ended July 31, 1998 


1998 1997, 

(in thousands) (in thousands) 

Subsidies to producers of industrial milk and cream $ 141,240 $ 150,021 
Administrative expenses 2,385 2,297 
Costs of production and dairy policy studies 488 877 
TOTAL COSTS FUNDED BY THE GOVERNMENT OF CANADA (NOTE 9) $ 144,113 » 153,195 


The accompanying notes and schedule are an integral part of these financial statements. 


Statement of Cash Flows 


for the year ended July 31, 1998 


CASH FLOW FROM OPERATING ACTIVITIES 


1998 
(in thousands) 


1997 
(in thousands) 


Cash receipts from customers $ 318,967 S297, 793 
Cash paid to suppliers and others (315,014) (326,858) 
Cash receipts from producers 11,927 20,558 
Cash receipts from the Government of Canada 144,105 153,063 
Subsidies paid to producers (141,240) (150,021) 
Interest paid (3,029) (2,146) 
Cash flows from (used in) operating activities 15,716 (7,649) 
CASH FLOW FROM INVESTING ACTIVITIES 
Purchase of ocean containers (344) (1,619) 
Proceeds from sale of ocean containers 58 — 
Cash flows used in investing activities (286) (1,619) 
CASH FLOWS FROM FINANCING ACTIVITIES 
Cash receipts from (paid to) producers for prior year funding balance 6,156 (18,100) 
Cash flows from (used in) financing activities 6,156 (18,100) 
NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS 21,586 (27,368) 
Cash and cash equivalents at beginning of year (102,634) (75,266) 
Cash and cash equivalents at end of year $ (81,048) $ (102,634) 
Cash and cash equivalents include: 

Cash $ 1,156 $ Tas 

Loans from Government of Canada (82,204) (103,387) 

$ (81,048) $ (102,634) 


The accompanying notes and schedule are an integral part of these financial statements. 
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Notes to 


Financial Statements 
July 31, 1998 


1. The Commission 


The Canadian Dairy Commission 
(the “Commission”), is an agent 
Crown corporation named in Part I, 
Schedule III to the Financial 
Administration Act and is not 
subject to the provisions of the 
Income Tax Act. The objects of the 
Commission, as established by 

the Canadian Dairy Commission Act 
(CDC Act), are “to provide efficient 
producers of milk and cream with 
the opportunity of obtaining a fair 
returm for their labour and invest- 
ment and to provide consumers of 
dairy products with a continuous 
and adequate supply of dairy 
products of high quality”. 

The Commission administers the 
dairy support program funded by 
the Government of Canada, under 
which it makes subsidy payments 
to producers. In cooperation with 
the Canadian Milk Supply 
Management Committee (CMSMQ), 
which it chairs, the Commission 
undertakes the management and 
administration of operations funded 
by producers. The results of the 
Commission’s operations in each 
of these areas are presented in 
the Statement of Dairy Support 
Program Operations and Costs 
Funded by the Government of 
Canada, and in the Statement 
of Operations and Funding by 
Producers, respectively, in order 
to distinguish the accountability 
relationships for them. 

The Commission purchases all 
butter and skim milk powder 
tendered to it at either the 


Canadian support price or at the 
international market price, depend- 
ing on the intended resale markets. 
While a major portion of the butter 
purchased by the Commission is 
later resold in the domestic market, 
most of the skim milk powder is 

in excess of domestic needs and is 
exported. The Commission sells pro- 
duction surplus to domestic require- 
ments in the form of whole milk 
products, skim milk powder and 
butter on international markets. 
The Commission administers, on 
behalf of the industry, a pricing 
and pooling of market returns 
system which provides milk 
components to further processors 
and exporters through processors 
at competitive prices. 


2. Significant 
Accounting Policies 


Inventories 


Inventories are valued at the 
lower of cost or estimated net 
realizable value. An allowance 
for write-down is recorded when 
cost exceeds the latter. 


Allowance for losses on outstanding 
purchase commitments 


The Commission establishes an 
allowance for losses on outstanding 
purchase commitments based on 
current contracts for export sales. 


Foreign currency translation 


Substantially all sales in foreign 
currencies are hedged by forward 
exchange contracts and are trans- 
lated into Canadian dollars at the 
exchange rates provided therein. 
Sales in foreign currencies that 
are not hedged are translated 
into Canadian dollars at the 


exchange rate in effect on the 
transaction date. 


Pension plan 


Employees participate in the 

Public Service Superannuation Plan 
administered by the Government of 
Canada. The Commission’s contri- 
butions to the plan are limited to 
matching the employees’ contribu- 
tions for current service. These con- 
tributions are expensed during the 
year in which services are rendered 
and represent the total pension 
obligations of the Commission. 


Ocean containers 


Ocean containers are recorded at 
cost. Amortization is calculated on 
the straight line basis over the 
expected 24 month useful life of 
the containers. 


3. Fair value of financial 
instruments 


The transactions related to cash, 
accounts receivable, bank indebted- 
ness, loans from the Government of 
Canada and accounts payable are 
incurred in the normal course 

of business. The carrying amounts 
of each of these accounts approxi- 
mate their fair values because of 
their short-term maturity. 


4. Accounts receivable — 
Trade 


Most of the trade accounts receiv- 
able are in foreign currencies and 
their Canadian cash value has 
been ascertained through the use 
of foreign exchange contracts as 
further explained in note 10. 
These foreign accounts receivable 
are guaranteed by letters of credit, 
are payable on demand and are 
non-interest bearing. 


5. Inventories 


1998 1997 


(in thousands) 


Cost 
Butter fen52, 512 $ 73,014 
Skim milk powder 44,226 43,636 
Other dairy products 2,692 LD 1A7 
99,430 127707 
Less allowance for write down “= 1,422 
Net book value $ 99,430 $ 126,345 


6. Bank indebtedness — 
pooling account 


To provide bridge financing and 
ensure the efficient operation of 
the pricing and pooling of market 
retums system, the Commission 
established a $10 million line of 
credit with a member of the 
Canadian Payments Association. 
The bank indebtedness incurred 
under this line of credit is due on 
demand and bears interest at prime 
which on July 31, 1998 was 6.50% 
per annum. The bank indebtedness 
is repaid monthly and is included 
in the amount due from provincial 
milk marketing boards and 
agencies. 

As producer monies enter and 
leave the pooling account as equal- 
ization payments from and to 
provincial marketing boards and 
agencies, the line of credit ensures 
that payments can be made 
promptly. During the year, certain 


provincial marketing boards 
and agencies have contributed 
approximately $112 million 
(1997 — $78 million) into the 
pool. These contributions have 
been used to make equalization 
payments to the other provin- 
cial marketing boards and 
agencies net of the 
Commission’s administrative 
and other operating expenses 
recoverable from the producers. 
Equalization payments made in 
1998 were $93 million (1997 — 
$62 million). 


7. Loans from Government 
of Canada 


Loans from the Government of 
Canada, to a maximum of 
$200 million, are available to 
finance operations. Individual 
loans are repayable within one 
year from the date the loan is 
made. Principal and accrued 
interest are repaid regularly 
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during the year when funds 

are available. During the year, new 
borrowings and repayments 
amounted to $223.8 million (1997 
— $234.1 million) and $245 million 
(1997 — $206 million) respectively. 
The interest on the loan are at the 
normal rates established for Crown 
corporations by the government 
and varied from 3.1257% to 
4.7712% (1997 — 4.8626% to 
2.8153%). 


8. Excess/deficiency of fund- 
ing by producers 


The excess/deficiency of funding by 
producers at end of the year is 
made up of amounts relating to 
commercial sales (export and 
domestic) and an accumulated sur- 
plus of funding of the normal level 
of butter. These accumulated 
excesses will be carried forward 
and applied against future funding 
of their respective operations. 
Refunds or recoveries are recorded 
in the year in which they are. 
authorized. 


9. Costs funded by the 
Government of Canada 
(Dairy Support Program) 


Agriculture and Agri-Food 

Canada provides funding to the 
Commission for subsidy payments 
to producers of industrial milk and 
cream shipments, produced to meet 
domestic requirements. The rate of 
subsidy payments from August 
1,1997 to January 31,1998 was 
$1.055 per kilogram of butterfat or 
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$3.80 per hectolitre of milk contain- 
ing 3.6 kilograms of butterfat (1997 
— $1.055 or $3.80 respectively) and 
was $0.844 per kilogram of butter- 
fat or $3.04 per hectolitre from 
February 1,1998 to July 31,1998. 
As a result of a June 1997 cabinet 
decision, subsidy payments will be 
gradually phased out with five 
annual rate reductions of $0.76 per 
hectolitre starting February 1, 1998. 
As of February 1, 1999, the rate will 
be $0.633 per kilogram of butterfat 
or $2.28 per hectolitre. 

The Government of Canada 
has funded $2.4 million (1997 — 
$2.3 million) of the Commission’s 
administrative expenses of $5.5 
million (1997 — $5.2 million), as 
well as professional services relating 
to cost of production and dairy 
policy studies. 


10. Forward Exchange 
Contracts 


As part of its foreign exchange 

risk management, the Commission 
enters into forward exchange 
contracts with regard to a major 
portion of its export sales contracts. 
At the end of the dairy year the 
Commission’s outstanding forward 
exchange contracts totaled the 
equivalent of approximately 

$30 million Canadian (1997 — 
$30 million Canadian) representing 
amounts in US dollars and Swiss 
Francs. These contracts mature 
from August to December 1998. 
The maturity dates of the forward 
exchange contracts correspond to 
the estimated dates when the 
Commission should be receiving 
the foreign currency proceeds 


arising from the execution of the 
related export sales contracts. 


11. Long term lease 


The Commission is committed 
under a long term lease for office 
accommodation ending in 2003. 
The lease contains escalation 
clauses regarding maintenance 
costs and taxes. The remaining 
minimum lease payments totaled 
$ 971,322 at year-end. 


The minimum lease payments for 
the next five years are as follows: 


1998-99 $189,915 
1999-00 $191,365 
2000-01 $191,365 
2001-02 $191,365 
2002-03 $191,365 


12. Representatives’ Fees 


The Commission has used the 
services of representatives for the 
sale of dairy products on the export 
market. Total fees for the year were 
$5.8 million (1997 — $4.6 million) 
and are included in cost of sales. 


13. Purchase Commitments 


As at July 31, 1998, the Commission 
was committed to purchase butter, 
skim milk powder and other dairy 
products produced prior to that 
date. These commitments 
amounted to approximately 

$8.0 million (1997 — $8.1 million). 


14. Related Party Transactions 


Government departments provided 
the Commission with certain 


administrative services without 
charge. The cost of these services is 
not recorded in the Commission's 
accounts. 


15. Uncertainty due to the 
Year 2000 Issue 


The Year 2000 Issue arises because 
many computerized systems use 
two digits rather than four to identify 
a year. Date-sensitive systems may 
recognize the year 2000 as 1900 or 
some other date, resulting in errors 
when information using year 2000 
dates is processed. In addition, 
similar problems may arise in some 
systems which use certain dates in 
1999 to represent something other 
than a date. The effects of the Year 
2000 Issue may be experienced 
before, on, or after January 1, 2000, 
and, if not addressed, the impact 
on operations and financial report- 
ing may range from minor errors 
to significant systems failure which 
could affect an entity’s ability to 
conduct normal business opera- 
tions. It is not possible to be certain 
that all aspects of the Year 2000 
Issue affecting the Commission, 
including those related to the 
efforts of customers, suppliers, or 
other third parties, will be fully 
resolved. 


16. Financial Statement 
Presentation 


Certain comparative amounts have 
been reclassified to conform with 
the presentation adopted in the 
current year. 
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Tableau des opérations de mise en marché par type de produit — pour lexercice terminé le 31 juillet 1998 


1998 1997 
(en milliers) (en milliers) 
rr a TEES SST DO ST IE EE IT ES I EE 
Poudre de Lait Autre Poudre de Lait Autre 
Beurre lait écreémé évapore produits* Total Beurre lait écreémé évaporé produits* Total 
Ventes a |’exportation 18 807 $ 88 680 $ 54 059 $ 49 539$ 211085 $ 26310 $ 80 892$ 56467 $ 43 592 § 207 261 $ 
Cout des ventes 15,917 85 438 52 501 48 061 201 917 27782 80 273 56 564 45 556 210 175 
Marge (perte) sur les 
ventes Q |’exportation 2 890 3 242 1 558 1 478 9 168 (1 472) 619 (97) (1 964) (2 914) 
Ventes a l’intérieur du pays 107 475 10 681 — —_ 118 156 77 343 7 471 — — 84 814 
Cout des ventes 104 802 9 160 -— — 113 962 76 526 5 374 — — 81 900 
Marge sur les ventes 4 l’intérieurdu pays = 2 673 PAL! — — 4 194 817 2097, — — 2914 
Total de la marge (perte) sur les ventes Sy Ses) of 4763 $ 1 558 $ 1 478 $ 13 362 (655) $ 2716 $ (97) $ (1 964) $ — 
nn SEE Eee 
Aide et frais 
Aide a l’égard des produits laitiers 
— @|'intérieur du pays 107 $ 5209 S$ 140 $ —) 5 506 38 $ 8 063 $ 312 $ ae 8 413 
— al’exportation —_ _ — — — 37 56 — — 93 
Frais de possession 4 469 1 896 300 568 7 233 3 983 916 356 366 5 621 
Moins-value des stocks — — — — _— — 1074 90 258 1 422 
Pertes sur les engagements d’achats — — — —_ = — 142 14 124 280 
Frais de promotion = — — = = a4 32 — — 76 
4576 $ 7 155 5 440 $ 568 $ 12 739 4102 $ 10 283 $ 172% 748 $ 15 905 
daaenneeeee eee ee ee —————————————— mS ES SS TS 
Frais administratifs 5 486 5 179 
Intéréts et frais bancaires sur le compte 
de mise en commun 94 49 
Don = 24 
Total de l'aide et des frais 18 319 241157 
Total du coat d’exploitation 4957 $ 21 157-$ 
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*Comprennent la poudre de lait entier et le fromage 
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